
                                                                                                                                                                                      

           

    

January 2021 Municipal Bond Market Review and Outlook 

It goes without saying that the close of the fourth quarter of 2020 marked 

the end one of the most difficult and tumultuous years of our lifetimes. Yet, 

through the fog of uncertainty and fear, surrounding when, or if, our lives might 

return to normal, we received the news that we all had longed to hear. Not one 

but two, highly effective and safe, Covid-19 vaccines, would soon be widely 

available to the most at-risk communities among us. Jubilant capital markets 

celebrated the news as they began to anticipate a reopening and reawakening of 

domestic and global economies. A recovery from the depths of one of the worst 

health and economic crises in history was finally before us. As our clients know, 

this was a moment we, at Clinton Investment Management (CIM), had been 

anticipating and preparing for since the nationwide, state-at-home orders went 

into effect in March of last year. We frequently shared our firmly held view that 

the extraordinary market volatility and dramatic decline in municipal bond prices, 

in the Spring, represented a temporary, liquidity driven selloff, rather than a 

material credit event. The underlying stability of the municipalities we invest in 

was very much intact and would become evident in the second half of the year. A 

fundamental mispricing of risk, in the municipal bond market, had created one of 

the most extraordinary buying opportunities in history. We discussed this 

extensively in our market commentary throughout the year. We were 

subsequently able to capitalize on these extreme market conditions, on behalf of 

our clients, as volatility persisted. The municipal bond market recovery 

accelerated during the fourth quarter. We are very proud to have delivered 

meaningful alpha and absolute returns to our clients, across each of our 

strategies. Municipal bond yields declined as spreads compressed dramatically, in 

November and December, consistent with the improving outlook for municipal 

credit quality more broadly. Institutional and retail investors began to recognize 

that trains, tunnels, toll roads, airports, and many other essential services we 

depend on, would be key beneficiaries of the economic reopening. With this 

knowledge, investors began to significantly add to their municipal bond 

allocations. This, together with President Biden’s election, provided further 

support to the outlook for underlying municipal credit fundamentals, in light of 

his support for another $1.9 billion of additional Federal stimulus, including +$350 

billion specifically for state and local governments. We have dedicated this 

commentary to reviewing the impact of these events on broader market 

conditions, as well as our expectations for the municipal bond market going 

forward. We also discuss our outlook for inflation and what we believe are 

misplaced inflation fears, given the historically transient nature of the base effects 

associated with headline CPI. 

The municipal bond market experienced record new issuance in October, 

as issuers pulled forward months of borrowing, due, in part, to concerns about 

market uncertainty surrounding election outcomes.  While the extraordinarily 
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large new issuance temporarily overwhelmed demand and pushed municipal bond yields higher, it set the stage for a 

powerful rally in municipal bond prices as tax-free supply dissipated in the back half of the 4Q. At the same time, 

investors began to anticipate the impact of the meaningfully higher individual and corporate income tax rates, which 

President Biden promised during his campaign. We tactically overweighted client portfolios to transportation, airports 

hospitals, and toll roads, given that prices for bonds in these sectors fell significantly during the nationwide state-at-

home orders. The market had priced in substantial credit distress for many issuers which we were confident had 

stable underlying fundamentals. In addition, most states saw only modest declines in general fund balances during 

the year. Some states even saw their general fund balances increase for fiscal 2021. Better-than-expected tax 

collections, for state governments, was welcome, albeit unexpected, news for many investors.  This resulted in a rapid 

rerating of underlying municipal credit risks. Late in the fourth quarter, we increased our overweight position, to lower 

investment grade, A and BBB, rated bonds, as we anticipated an acceleration in demand for higher tax-free cash flow. 

During this period, lower investment grade bonds were among the best performers. We continue to believe these 

securities offer compelling compensation given limited underlying credit risk. They also offer the highest potential 

total return opportunity going forward, in our view. Historically wide spreads, relative to AAA rated bonds, make these 

securities an essential source of attractive, tax-free cash flow, given stable to improving underlying fundamentals.  

Performance across our strategies ended the year on a strong note. Our Municipal Credit Opportunities and 

Market Duration strategies delivered returns that were among the highest in the municipal bond industry, gaining 

+6.28% and +6.07% respectively. Given that a substantial portion of the return our strategies generate is tax-free, the 

taxable equivalent returns we achieved, for clients in the highest tax bracket, approached 10%. The Bloomberg 

Barclays Municipal Bond Index returned 5.21% over the same period.  Clinton Investment Management was also 

awarded the highest Six Star, Top Gun manager, ranking, by PSN Informa, for the fourth quarter 2020.  This was our 

15th consecutive quarter receiving this award. The Top Gun designation is awarded to managers who’s performance 

ranks in the top 10, out of the over 160 managers in the municipal bond manager universe.  

“Inflation, Inflation Everywhere” – Not So Fast 

As domestic and global economies reawaken, there is a palpable sense of excitement and, I dare say, 

euphoria, as we collectively yearn for societal normalization.  As a father of a middle school daughter, myself, I can 

say with confidence that the day our children return, fulltime, to their classrooms, and their friends, will be a joyous 

occasion for us all.  It will also mark an important inflection point in our economic recovery. At that time, or soon 

thereafter, we expect many employers to begin recalling employees back to their offices fulltime. As employees return 

to their daily activities, economic normalization will follow. While life may not be the same as we knew it, prior to the 

pandemic, a return to normal work schedules and activities will accelerate rapidly. Having said that, we do not agree 

with the notion that normalization will result in sustained levels of meaningfully higher inflation. While we share the 

view that more transient pricing pressures will persist for a quarter or two, as is already evident in the commodities 

complex, we do not expect these pressures to persist longer-term. Once supply chains, associated with just-in-time 

inventory accumulation ramp up to meet normalized demand, we expect base effect, pricing pressures to ease. As 

students of the market, we know that the main source of sustained inflationary pressure comes from low levels of 

unemployment and corresponding wage pressures and increased consumption. We must remember that roughly 10 

million Americans are currently without work. As these individuals struggle to find jobs in an environment where so 

many jobs have been destroyed permanently, this will exert significant deflationary pressure on household spending, 

for years to come. We have also witnessed the extremely sad and persistent reality of over +800,000 in weekly jobless 

claims.  This rate of initial claims has now been sustained for the longest period in our nation’s history. When we 

consider the many years it will take for these individuals and families to heal from this tragedy, we are  

 

 



  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

forced to recognize that the road to recovery is going to be much harder and longer than many anticipate. In our view, 

inflation should be the very least of our concerns at this time, as the Federal Reserve has expressed unequivocally.  

Suppressed growth and a depressed job market will result in extremely low interest rates persisting for years to come. 

At the same time, the velocity of money is at an all-time low, see Figure 1. The velocity of money is the rate at which 

individuals and institutions collectively spend money. This rate is currently the lowest it has been in over 60 years. We 

can also see, as illustrated in Figure 2, that the US economy has been unable to sustain inflation above 2.00% for 

longer than a few months over the last 20 years.  We see no indication or catalyst that will cause these conditions to 

change any time soon.   

Velocity of Money Figure 1. 

 CPI & PCE Figure 2. 



 

 

 

 

 

 

 

 

 

 

 

 

 

 

Therefore, investors are understandably adding to their municipal bond holdings as evidenced by the inflows into 

our strategies as well the municipal bond funds more broadly, see Figure 3.   

 
Municipal Bond Fund Inflows Figure 3. 

Given that valuations on risk assets continue to reach extreme levels, by almost any measure, investors are 

increasingly seeking out safe alternatives which will allow them to generate attractive, after-tax cash flow while 

remaining uncorrelated to ever increasing risk allocations.  Municipal bonds remain an attractive investment solution 

in this regard, as investors seek to balance their asset allocation, risk barbell. Moreover, we believe our strategies 

offer the best means by which investors can access the municipal bond market, given the superior risk-adjusted 

returns we have generated over time. 

 

CIM Firm Update 

CIM enjoyed record growth in 2020. Firm assets under management have grown by over +60% since December 2020 

and now exceed $1.2 billion. Our growth is due, in large part, to the strong relationships we have built with the clients 

and advisor teams we serve. In addition, our demonstrated ability to consistently deliver returns that are among the 

strongest in the municipal bond industry is increasingly being recognized by advisors, consultants, and investors. We 

are deeply grateful for the trust and confidence our clients have placed in us during, one of the most challenging 

periods of our lifetimes. We look forward to 2021 as we anticipate a year of further recovery.  If you should have any 

questions regarding the content in this commentary or the municipal bond market more broadly, please do not 

hesitate to contact us directly. 

 

Best Regards, 

 

Andrew Clinton  

CEO  

 

 



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Please remember that past performance may not be indicative of future results.  Different types of investments involve varying degrees of risk, and there 

can be no assurance that the future performance of any specific investment, investment strategy, or product made reference to directly or indirectly in this 

newsletter (article), will be profitable, equal any corresponding indicated historical performance level(s), or be suitable for your portfolio.  Due to various 

factors, including changing market conditions, the content may no longer be reflective of current opinions or positions.  Moreover, you should not assume 

that any discussion or information contained in this newsletter (article) serves as the receipt of, or as a substitute for, personalized investment advice from 

Clinton Investment Management, LLC. To the extent that a reader has any questions regarding the applicability of any specific issue discussed above to 

his/her individual situation, he/she is encouraged to consult with the professional advisor of his/her choosing.  The PSN universes were created using the 

information collected through the PSN investment manager questionnaire and use only gross-of-fee returns.  The PSN/Informa content is intended for use 

by qualified investment professionals.  Please consult with an investment professional before making any investment using content or implied content from 

any investment manager.  advice from Clinton Investment Management, LLC. A copy of our current written disclosure statement discussing our advisory 

services and fees is available for review upon request. 

201 Broad Street Stamford, CT 06901 

contactus@clintoninvestment.com 

Clinton Investment Management (203) 276-6246 



Composite
Bloomberg Muni 

Index
3 Yr Std Dev (%) 3 Yr Std Dev (%)

2020 6.37 6.07 5.21 180 32 4.46 3.96 0.70 512 1048

2019 8.49 8.18 7.54 124 4 2.49 2.44 0.59 338 748

2018 1.57 1.27 1.28 104 3.53 3.35 0.44 274 550

2017 5.30 4.91 5.44 85 3.50 3.30 0.51 155 440

2016 0.17 -0.43 0.25 84 3.52 3.38 0.53 155 373

2015 3.66 3.05 3.30 79 3.12 3.36 0.44 145 283

2014 7.02 6.38 9.05 62 3.65 3.67 2.27 118 276

2013 -1.80 -2.38 -2.55 53 3.80 3.97 1.32 96 223

2012 6.47 5.83 6.78 57 3.62 3.71 0.82 105 253

2011 8.83 8.19 10.70 40 4.64 4.57 0.82 81 200

2010 3.18 2.56 2.38 25 6.27 6.26 0.46 56 166

2009 11.34 10.68 12.91 21 - - 1.05 40 160

2008 1.74 1.13 -2.47 9 - - 0.71 58 100

*2007 4.92 4.56 2.68 <5 - - 0.00 2 2

*May 31, 2007 thru December 31,2007

Composite Assets 
(Millions)

Total Firm Assets  
(Millions)

For the Period 
Ending

Gross of Fees (%) Net of Fees (%)
Bloomberg Muni 

Index (%)
Number of Accounts

Composite 
Dispersion (%)

Wrap 
Accounts 

(%)

Notes:

1. CIM is an independent registered investment adviser. CIM was
established in 2007 and primarily manages fixed income products for
high-net-worth, ultra-high-net worth, and institutional clients.

2. The Market Duration composite includes portfolios that invest in
municipal bonds. The objective of the composite is to track and/or
outperform the benchmark in any given cycle. This is a risk based
quantitative methodology (RBQM) that is designed to outperform a
given index with a reduced risk level. This strategy is to have a portfolio
duration that is similar to that of its benchmark, the Bloomberg
Barclay’s Municipal Bond Index. Other major statistical factors are
considered when constructing portfolios but may not be primary
constraints such as maturity and credit quality. Leverage and
derivatives are not used.

3. The composite consists of fully discretionary, fee paying accounts
under management, including terminated accounts for the period they
were fee paying accounts. The composite was created on *May 31,
2007.

4. The US dollar is the currency used to express performance.

5. The benchmark for the composite is the Bloomberg Barclays
Municipal Bond Index which measures the performance of the US
municipal bond universe. It includes approximately 50,607 investment
grade municipal issuers. It is constructed to provide a comprehensive
and unbiased municipal bond market barometer. Please note an
investor cannot invest directly in an index.

6. Gross-of-fees performance returns represent returns prior to the 
deduction of management fees but after all trading expenses. Net-of-
fees performance returns are calculated by deducting the actual 
investment management fee from the gross returns. Accounts may be 
charged additional advisory fees on top of CIM’s investment 
management fee.

7. The performance numbers include the reinvestment of income and
capital gains.

8. Internal dispersion is calculated when five or more portfolios were
in the composite for the entire year using the asset-weighted standard
deviation of those portfolios that were included in the composite for
an entire year. The 3-Year Standard Deviation represents the
annualized standard deviation of actual composite and benchmark
returns, using the rolling 36-months ended each year-end.

9. Past performance is not indicative of future returns. Actual results
may differ from the composite results depending upon the size of the
account, investment objectives, guidelines and restrictions, inception
of the account and other factors.

10. The fee schedule is: 0.60% on the first $1 million in assets, 0.50%
for the next $5 Million and 0.37% thereafter. Investment advisory fees
are negotiable based on account size, investment strategy and
relationship type and may differ between accounts.

11. A listing of composite descriptions, policies for valuing portfolios,
calculating performance and preparing compliant presentations are
available upon request.

www.clintoninvestment.com

M U N I C I P A L   M A R K E T   D U R A T I O N 

C O M P O S I T E   P R E S E N T A T I O N |   D E C E M B E R   2020

Clinton Investment Management, LLC (CIM) claims compliance with the Global Investment Performance Standards (GIPS®) and has prepared and presented this report 
in compliance with the GIPS standards. CIM has been independently verified for the periods May 31, 2007 through December 31, 2019. The verification report is 
available upon request.

Verification assesses whether (1) the firm has complied with all the composite construction requirements of the GIPS standards on a firm-wide basis and (2) the firm’s 
policies and procedures are designed to calculate and present performance in compliance with the GIPS standards.   Verification does not ensure the accuracy of any 
specific composite presentation.



Composite
Barc 65/35 Muni 

Index

3 Yr Std Dev (%) 3 Yr Std Dev (%)

2020 6.68 6.28 5.2 119 81 6.63 5.34 0.65 342 1048

2019 10.72 10.30 8.63 94 51 3.45 2.54 0.55 251 748

2018 0.70 0.30 2.49 65 47 4.83 3.8 0.36 152 550

2017 8.41 7.95 6.93 39 41 4.73 3.84 0.52 100 440

2016 1.22 0.65 1.21 10 - - - 0.55 47 373

2015 5.71 5.18 2.8 ≤ 5 - - - NA 10 283

*2014 1.84 1.71 1.32 ≤ 5 - - - NA 4 276

*September 30, 2014 thru December 31, 2014

Composite Assets 
(Millions)

Total Firm 
Assets  

(Millions)
Number of Accounts

For the Period 
Ending

Gross of Fees (%) Net of Fees (%)
Barc 65/35 Muni 

Index (%)
Composite 

Dispersion (%)

Wrap 
Accounts 

(%)

Notes:

1. CIM is an independent registered investment adviser. CIM was
established in 2007 and primarily manages fixed income products for
high-net-worth, ultra-high-net worth, and institutional clients.

2. The Municipal Credit Opportunities composite includes portfolios
that invest in municipal bonds. The objective of the composite is to
track and/or outperform the benchmark in any given cycle. This strategy
seeks to enhance portfolio income and deliver total returns that are
similar to or higher than that of its benchmark, the Bloomberg Barclays
Municipal 65% HG/35% HY Index, through investment in lower to below
investment grade securities. Other major statistical factors are
considered when constructing portfolios but may not be primary
constraints such as duration position, sector allocation, and credit
quality selection. Leverage and derivatives are not used.

3. The composite consists of fully discretionary, fee paying accounts
under management, including terminated accounts for the period they
were fee paying accounts. The composite was created on *September
30, 2014.

5. The US dollar is the currency used to express performance.

4. The benchmark for the composite is the Bloomberg Barclays
Municipal 65%HG/35%HY Index which measures the performance of
the blended US high grade (65%) and high yield (35%) municipal bond
universe. It includes approximately 53,638 municipal issuers. It is
constructed to provide a comprehensive and unbiased blended
municipal bond market barometer. Please note an investor cannot
invest directly in an index.

6. Gross-of-fees performance returns represent returns prior to
the deduction of management fees but after all trading
expenses. Net-of-fees performance returns are calculated by
deducting the actual investment management fee from the
gross returns. Accounts may be charged additional advisory
fees on top of CIM’s investment management fee.

7. The performance numbers include the reinvestment of
income and capital gains.

8. Internal dispersion is calculated when five or more portfolios
were in the composite for the entire year using the asset-
weighted standard deviation of those portfolios that were
included in the composite for an entire year. The 3-Year
Standard Deviation represents the annualized standard
deviation of actual composite and benchmark returns, using
the rolling 36-months ended each year-end.

9. Past performance is not indicative of future returns. Actual
results may differ from the composite results depending upon
the size of the account, investment objectives, guidelines and
restrictions, inception of the account and other factors.

10. The fee schedule is: 0.85%. Investment advisory fees are
negotiable based on account size, investment strategy and
relationship type and may differ between accounts.

11. A listing of composite descriptions, policies for valuing
portfolios, calculating performance and preparing compliant
presentations are available upon request.

www.clintoninvestment.com

M U N I C I P A L   C R E D I T   O P P O R T U N I T I E S   

C O M P O S I T E   P R E S E N T A T I O N |   D E C E M B E R   2020

Clinton Investment Management, LLC (CIM) claims compliance with the Global Investment Performance Standards (GIPS®) and has prepared and presented this 
report in compliance with the GIPS standards. CIM has been independently verified for the periods May 31, 2007 through December 31, 2019. The verification 
report is available upon request.

Verification assesses whether (1) the firm has complied with all the composite construction requirements of the GIPS standards on a firm-wide basis and (2) the 
firm’s policies and procedures are designed to calculate and present performance in compliance with the GIPS standards.   Verification does not ensure the 
accuracy of any specific composite presentation.


